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INTRODUCTION
Agricu ltr,rra I sector ( i nc I Lrd ing I i vestock, fi shery,
and forestry) is the sector rnostly absorbing the na-
tional rnanpower. According to the data from De-
partment of Manpower and Transrnigration, in2005,
this sector provided employrnent for 41.8 rni l l ion
people or 44.04oh of the total national manpor,ver.
However, the farrners rvorking in the sector were
dominated by very weak ltouseholds in nllmerolls
f ie lds, l ike l i rni tat ions in control l ing product ive asset,
working capital ,  bargaining posit ion, and econornic
political power, so it could not be developed indepen-
dently and dynarnical ly.
The number of poor people itr Indonesia is dorlinated
by rural  corntnunity r .vhose l leans of l ivel ihoods are
in major i ty as farmer. Whi le on the other side, new
opportunities to improve agricultural sector are mostly
focusing on large scale production attd marketing
process. The condition causes more complicated pro-
duction and rnarketing system faced by srnall-scale
farmers.
For the last tu,o decades, global izat iorr  has
caused a rapid increase of agroindustry act iv i t ies in
developing countr ies. The benef i ts of agroindustry
activities are stil l rnostly'enjoy'ed by large scale fann-
ers or companies. Various problems are st i l l  faced
by small scale fanrers. fbr exanrple lorv capital posses-
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Indonesia, smallholder, sponsor company (nucleus),
sion, simple and limited tools, lack of processing in-
dustry, and difficulties irr marketing aspect, which
make the farrners unable to produce high-value and
competitive products. Therefore, the farmers need
assistance and protection from many parties, both
government and private sector in solving the prob-
lem. To empower the farmers and to increase the
bargaining position of farmers, the institutional in form
of 0ollaborative organization and partnership can be
fonned. One of strategic steps to assist the farmers
parlicLrlarly in production and marketing process is
by irnplementing contract fanning system.
METHODS
Meaning  and Type o f  Cont rac t  Farming.
The term 'contract farming' in Indonesia is more
widely known as parlnership. It is said that the New
Order regirne at that time was quite dislike the term
'contract '  s ince i t  reminded people aboul 'koel i
kontrak' (contract worker) during the colonial era
which life during that time was very apprehensive.
Until now, the term 'partnership' is more popular in
Indonesia.
Contract farmirrg system is one institutional
mechanism (contract) which strengthens the bargain-
ing position of farrners by linking them directly or
indirectly to the corporation having relatively stron-
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ger economic level. Through contract. the srrrall scale
farmers can transfer frorn traditional/subsistent ven-
ture to high-value and expoft oriented production. This
is not only potent ial  to increase the income of srrral l
scale farmers joining the contract.  but also has mul-
tiple effects tou,ard nrral econorny and broader scale
economy (Patrick et. al. (2004)).
Contract fanning can also trean the rniddle scale
product ion and market ing sJ-stem. rvhere there is a
division of risk responsibiliry'for p oduction atrd rnar-
ket ing betr.veen agribusiness actors and srnal l  scale
farmers: al l  these are conducted w i th the purpose to
reduce the transact ion cost.  ln the agricul tural  con-
text,  accordirrg to Eaton and Shepherd (2001) con-
tract farming can be divided into f ive models. Firsl ,
central ized model.  i .e.  the ntodel that is vert ical ly
coordinated. r'vhere the sponsor bLrys the product
from the farmers and then processes or packs and
markets the product. Second. nucleus estate model,
i .e.  the var iat ion of central ized rnodel.  wlrere in this
model the sponsor of the project also owns and ad-
ministers the estate land rvlr ich is usr"ral ly near the
processirrg factory. Third. nultiparlite model, i.e.
usual ly involving corporate body and pr ivate com-
pany who col lect ively part ic ipate rvi th farmers.
Fourth, informal model,  i .e.  the modelthat is usLral ly
applied to individual entrepreneur o srnall scale com-
pany wlr ich usual ly rnakes easonal-based inforrnal
production contract that is easy for farmers. FiJih,
interrnediary model. Intennediary contracts are rnade
between buyers and traders rather than directly be-
tween buyers and producers.
In Indonesia, common ly. u'e know four types of
contract/partnersh i p, i.e.: F i r:; t. plasrna nucleus part-
nership type, i.e. the paftnership relation betr.veen
paftner group and partner company rvhere the part-
ner group acts as the nucleus plasrna. The partner
company bui lds the partner group in a) land provi-
sion and preparat ion, b) providing r ice product ion
means, c) giving tecltnical guidance on busiuess rnan-
agement and production. d) gaining. mastery. and im-
provement of technology. e) f inancing, f )  other
assistances like business efficiency and prodLrctivity.
Second, sub contract type, i .e.  the partnership rela-
tion betlveen partner group and paftner cornpany
where  the  par tner  g roup produces  cornponents
needed by the partner company as pafi of its pro-
duction. Third, common trading type. i.e. the parl-
nership relation between paftner gror-rp and partner
company where the paftner groLrp sLrpplies the needs
of the partner company in accord with the require-
ments set. F our l h, operationa I co I I aborative system,
i .e.  the partner group provides capital  and or means
for venturing/cultivati ng.
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Benefits of Contract Farming. From several
types of contract farming explairred above, it irnplies
that the collaboration between farmer and second
parly can be well entangled if there is a rnutual inter-
dependence. In other words, contract farming in ag-
ricultural sector can be profitable for both pafiies.
i.e. farmer and company (sponsor). Contract farm-
ing enables broader suppoft and can handle prob-
lems related to lack of information. Besides that, con-
tract farming also reduces the risk for fanners. The
farmers get assurance that their  products wi l l  be
bought at the harvest ime. In the long run, they also
gairr benefits, i.e. the parlnership opportunity in tlie
future and the access to the governlnent programs.
According to Key and Runsten ( 1999), the benefits
of parlicipating in the contract are market access
development, credit and technology, better isk man-
agement, better ernploynent opportunities for family
rnernbers and indirectly, women empowerrnent as
well as development of successful trading culture.
Seen from the company aspect, there are some
benefits from the contract farming system with small
scale farmers. The most imporlant benefit is that they
gain access to get cheaper labor and land to grow
high-valLre product. The company can participate in
the market where they do usually not participate and
rninimize the cost by not buying the land or directly
hiring Iabor. Raw material supply can be maintained
with rational imitation and the company has control
toward production base and post-harvest treatment.
Besides that, the company has also control toward
prodr-rct quality and has opporlunities to gain and in-
troduce new varieties as well as increase the possi-
bilitl,to fulfil l the needs of consumers pecifically.
An example of contract farming in the estate
sector is the introduction of People Nucleus Com-
pany-Estate system in 1976. The People Nucleus
Company-Estate prograrn is an attempt o combine
vertical planting and integrating system of small scale
farmers with large capital entrepreneur to get profits
in certain economic scale, particularly in upstream
and dolvnstream activities relation and to assure the
stability of high productivity. The example of con-
tract fanning in the livestock sector is tlre one con-
ducted by PT Charoen Pokphand started frorn 1998
in Lornbok. The collaboration is conducted with the
cattle breeders venturing broiler. The selection of
broiler becomes very profitable for the cattle breed-
ers with the income reaching five times compared to
that of non-contract cattle breeders (Patrick, et al.,
2004). The cost for chicken meat production is very
high and the cattle breeder gets advance payment
from the company to buy fodder and other needs to
handle credit limitation. Risk. low production. and low
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price are shouldered b;-  the conpan) ' .  PT Indorni lk
also implements he collaboration w ith plasrna nucleus
type lvhere the cattle bt'eeders and tlre rnilk proces-
sor industry try to maintairr  the balance of bargainirrg
posit ion. so the need of f resh rni lk can be ful f i l led
continuoLrsly. In the fishery sector. sorne shrimp ponds
are developed in several areas in Indonesia, and they
also implement contract system in form of plasma
nucleus, e.g. in Banggai.  EastAcelt .  and eastern coast
of Sumatra (LampLrng and Sor-rth Sutlatra Provinces),
rvith the area of sorne thousand hectares. Some ex-
amples of contract are successful itt empowering the
farmers in increasing their  inconte.
RESULTS AND DISCUSSION
Contract farrning implernented in several areas
in general  shows posit ive result :  nevertheless, sor le
problems often occur. both in the farrner side and the
company side. There are a lot of farrners r,r,ho can-
not produce the prodr"rcts requested by the company.
The farmers cannot repay the input and credit  loan
because of prodLrct ion fai lure, f inancial  dedLtct ion or
no price assurance frorn the processing indr"rstry, and
often breach the contract by selling their product to
the competi tor of  spottsor company (nucleus).
Besides that. there are concerns that the con-
tract farming is rnore interested in large scale farm-
ers. so the smal l  scale farmers are not involved in
The farrner (fisher/cattle breeder) is the rnain
actor which should be empou,erecl. To emporver the
farmer, the initial phase to be conducted is to form
an institLrtional in form of farrn groLrp ,uvhich is a col-
laborative organization. To venture regularly and well-
directed, the farr group institutional shoLrld build col-
laboration and parlnership rvith external/private sec-
tors. The interrelatedness and collaboration with pri-
vate sectors can be lvell entangled if there are sym-
metr ic and mutual interdependence and col labora-
Figure l .  Integrated Partnership Development (Supardi,  2004)
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the furlher development process. Other concerns are
the possibility that the small scale farmers will be
"trapped" in a contract and the negative behavior of
multinational companies in developing countries.
For the company position, seeking suitable small
scale farmers and selecting better small scale farmers
need quite high transaction cost. This limits the com-
pany to be linked to small scale farmers. The company
finds it difficult to maintain and monitor the quality of
farmers because the number of small scale farmers is
so plenty. The presence of additional institutions, like
srnall scale farmer organizations, is very important as
the mediation between farrners and company.
CONCLUSION
The above explanation shows that the contract
farming can provide benefits for both actors (farmer
and company) and economy broadly. However, it is
necessary to have special policies to handle the prob-
lems occurred in the contract farrning.The policies
to take are: First, it is necessary to form an estab-
lished and irrtegrated partnership system and all par-
ties concerned should be able to work together har-
moniously, which is interdependence and mutual. In
building the paftnership, it is necessary to have an
integrity from various elements, both farmer/farm
group, government, and private/entrepreneur (Figure
r) .
tion. The role of government, through various poli-
cies and programs, is expected to promote and cre-
ate conducive business climate and stimulate farm-
ers and private sectors, so the business can develop.
In tlris case, the government acts as a facilitator, regu-
lator, and motivator who should hannonize the rela-
tion among those actors, so the actors could propor-
tionally interact and there will be no contradictory
exploitation.
Second, i.e. to optimize the role of financial in-
Falnr ( i loup
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st i tut ion (bank) as the inst i tut iort  assist ing in f inanc-
ing (credit)  for farmers and couparty implernerrt i r rg
the contract farming systenr. Bank can assist farnl-
ers and company in obtaining credit r'r' ith easy pro-
cedures and requiretnents.
Third,the farrn group is very,' potential to moti-
vate and empower the fhrnter's economy. For the
reason. tlte cotttract farrnirrg s\'stertt in its realization
to the future shoLrld optimize the role of farrn group
as well as encolrrage and assist he fhrrn grclr"rp, both
from the aspects of f inarrcing and inst i tut ional marr-
agement.
Fourth, the goventrnent slrould supportthe con-
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tract farming by releasing the policies, which among
them are: (a) The enforcernent of law and regulation
will not hamper the development of the livestock and
fishery business and the contract farming; (b) The
contract farming should be supported and protected
by legal and efficient law system; (c) The develop-
ment and repairment of infrastructure; (d) Cattle
breeder and fisher should be protected from exploi-
tation in the collaborative activities with the indus-
trial sector by checking tlre financial feasibility and
the managerial capacity of industry (company), so it
will generate profitable business for all parties; (e)
The increase of farmer's negotiation capacity.
|  1 r  s t r  I  I  n len l
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Figure  2 .  Ro le  o f  Bank  in  Suppor t ing  Cont rac t  Farming
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I f  the problems relat ing to contract farming can
be anticipated adequately, and the policies aforemen-
tioned can be held effectively, with the application of
contract farming, such a huge potential of agricul-
tural sector, gradually carr be realized. The contract
farming can function to increase the farmer's wel-
fare since this model can l ink the farmer direct ly to
the market of his prodLrcts.
RBFERENCE
Eaton, C. arrd Shepherd A.2001. ( 'ontracl  Fornt-
ing: Purtners hips 
.for rov'th. FAO Agricultural
Serv ices  Br - r le t in . l45 .  Food and Agr icLr l tL r ra l
Orsanizat ion of United Nat ion. Rome.
Key, N. and Runsten D. 1999. Contract Farming,
Smallholders and Rural Development in Latin
America. The Organisation of Agroprocessing
Firrn and the Scale of Outgrower Production,
World Developntent, 27 (2), 3 8 I -48 I .
Patrick, I. et al. 2004. Contract Farming In Indo-
nesia: Smallholder and Agribusiness Work-
ing Tbgether. Ar,rstralian Centre for International
Agricultural Research. Canberra
Supardi. 2004. Development of Agricultural and
Rural Economy through Partnership Corpo-
ration within Agribusiness Perspective. Indo-
nesian Agency forAgricultural Research and De-
ve lopment, Deparlment of AgricultLrre.
Nt  r ( ' t .E t  ' s
PTTO('ESSI\( ;
INDT IS 'TR \  0R
I] \PORTER
I ' r  ( )L Iu r t ro |  (  ( ) \ l  e t (
